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I. INTRODUCTION
The North American Free Trade Agreement (NAFTA) is an un-
precedented trade agreement that provides rules, guidelines, and pro-
cedures for eliminating barriers to trade and investment between the
United States, Canada, and Mexico. It includes schedules for reducing
and, eventually eliminating tariff and nontariff barriers to trade, rules
for converting nontariff barriers to trade barriers, rules for determining
the origin of traded goods, provisions for facilitating investments, and
exceptions to the general terms and conditions outlined in the text of
the agreement.
* Executive Director, Coal Exporters Association; Vice President, International Trade,
National Coal Association.
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The purpose of this paper is to discuss the opportunities for the
United States' coal industry in Mexico. This paper will examine the
Mexican coal industry, current and future coal use in Mexico, opportu-
nities for U.S. exports to Mexico, other coal-related export opportuni-
ties, and information sources on NAFTA implementation.
II. WHAT NAFTA DOES FOR U.S. COAL EXPORTS
As of January 1, 1994, the tariff level for U.S. coal imported into
Mexico went from 10% to zero.1 This means that U.S. coal exported
to Mexico gains an immediate 10% advantage over coal imported into
Mexico from other countries, except Canada. While this is a significant
advantage, the reality of the coal market in Mexico does not translate
to an immediate market for U.S. coal exports. Coal use in Mexico
represents only 4% of the total energy used in Mexico in 1991.2
However, the demand for electricity is expected to grow in Mexico,
and plans call for the increased use of domestic and imported coal.
Before these opportunities are examined, it is important to look at
Mexico's coal reserves.
III. DOMESTIC COAL IN MEXICO
Currently, Mexico's coal reserves satisfy the country's demands
for electric power generation and for its steel industry. In general,
Mexico's coal reserves are not abundant and are of poor quality with
high ash and low sulfur content. Mexico's coal reserves are less than
one percent of the world's reserves.3 Coal is found in the Mexican
States of Coahuila, Sonora, Oaxaca, Tampaulipas, and Chihuahua. Ex-
cept for Oaxaca, the States containing coal deposits are located in
Northern Mexico.4 Table 1 outlines Mexican coal resources.
1. North American Free Trade Agreement (NAFTA) Implementation Act, Pub. L. No.
103-182, § 201, 107 Stat. 2057, 2068-69 (1993) (to be codified at 19 U.S.C. § 3331).
2. NAT'L COAL ASS'N, INTERNATIONAL COAL 1-17 (1993).
3. Id. at 1-2.
4. VERNE W. LOOSE, Los ALAmOS NAT'L LABORATORY, OPPORTuNITY FOR AMERI-
CA: MEXICO'S COAL FUTURE B/4 (1993).
[Vol. 96:855
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According to the Mineria Carbonifera Rio Escondido SA
(MICARE), coal mining is economically feasible in two regions in the
State of Coahuila. The first region is the Sabinas Basin, located be-
tween the towns of Sabinas and Monclova, an area of approximately
sixty-three miles.5 This areas has approximately 1.2 million metric
tons (mmt) of coal of which 50-70% can be mined.6 The coal pro-
duced in this region is metallurgical coal and is used by the domestic
steel industry.
The second region is the Fuentes-Rio Escondido Basin with ap-
proximately 629 mmt of proven reserves. Of that, 240 mint are consid-
ered mineable.7 The current mining area extends approximately twen-
ty-two miles south of Piedras Negras.! Steam coal from this area is
used to produce electricity.
IV. CURRENT AND FuTUmE COAL USE IN MEXICO
A. Current Coal Use in Mexico
The Comisibn Federal de Electricidad (CFE), the public sector
organization responsible for the generation and distribution of electrici-
ty in Mexico, serves approximately 17 million customers. 9 In 1991,
existing electric generating capacity in Mexico totalled 26,797
megawatts (MW). Consumption breaks down as follows: industrial
users 54%, domestic users 23%, commercial users 9%, agricultural
users 7%, service users 5%, and exports 2%.Io Table 2 shows the
breakdown by fuel type in 1991 for current installed capacity. The
table shows that in 1991 oil supplied 46% or 12,326 MW, and coal
supplied 4% or 1072 MW.
5. Id. at B/6.
6. Salomon Camhaji Samra, Speech at the 7th Pacific Rim Coal Conference II-1
(June 29, 1992) (transcript on file with author).
7. Id.
8. LOOSE, supra note 4, at B/9.
9. Ing. Horacio Lombardo, Unpublished Presentation Materials, 7th Pacific Rim Coal
Conference 2 (June 29, 1992) (available from Comisibn Federal de Electricidad of Mexico).
10. Lombardo, supra note 9, at 2, 4.
1994]
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Mexico's only coal-fired generating facility is the Rio Escondido
plant. This plant also is called Carbon I. Completed in the 1980s, it is
twenty miles from the U.S.-Mexico border near the Mexican town of
Piedras Negras. The 1200 MW plant (four units, each 300 MW) con-
sumes approximately 4.2 mint of steam coal annually." The coal is
supplied by MICARE from mines near the Rio Escondido plant.
MICARE, now a private company, is owned by Mission Energy, the
Southern California Edison subsidiary.
2
B. Future Coal Use in Mexico
Demand for electricity is expected to grow in the next ten years
as the Mexican economy expands. CFE predicts that demand for elec-
tricity will grow an average of 6% annually. 13 By 2001, total in-
stalled capacity for CFE is anticipated to be 43,973 MW.' 4 Table 3
shows the percentage of electricity supplied by fuel sources from 1988
through 2001. Even though oil capacity declines from 47% to 35%, it
remains the primary energy source. The combined capacity for coal
and dual-fired plants increases from 5% to approximately 21%.
In the most recent ten-year plan (May 1992), the Program for
Construction and Investment of the Power Sector (POISE) suggests the
need for 17,000 MW of electricity. 5 The plan projects that 48% of
the 17,000 MW, or 8100 MW, will be coal or dual-fired (coal or fuel
oil) stations. Of the 8100 MW, 1400 MW will be coal-fired and 6700
MW are slated to be dual-fired.' 6 Table 4 outlines the additional ca-
pacity for the coal or dual-fired plants. Please note that the POISE
planned pace of expansion has not been maintained. The POISE plan
shows Carbon II and Petacalco units currently operating. At the time
this paper was written, no units from these plants were in operation.
11. Mission Buys Mexican Producer, FIN. TIMES INT'L COAL REP., Jan. 8, 1993, at
15.
12. Id.
13. LOOSE, supra note 4, at B/54.
14. 'Mexico Builds Coal Plants, FIN. TIMES INT'L COAL REP., July 10, 1992, at 13
[hereinafter Mexico Builds Coal Plants].
15. Lombardo, supra note 9, at 7.
16. Id. at 10.
[Vol. 96:855
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Carbon II is under construction and is located near the Rio
Escondido plant. Its capacity will be 1400 MW-four generating units
of 350 MW each. 7 The first two units should be operating in early
1994. The other two units are scheduled for 1994 and 1995. Estimated
annual coal consumption for Rio Escondido and the first two units of
Carbon II is approximately seven mint. Once the second two units at
Carbon II are completed, the annual consumption for the Rio
Escondido and Carbon II plants is expected to be approximately nine
mint.
18
A second plant under construction is the dual-fired Petacalco pow-
er station, located on the West Coast of Mexico, near Lazaro
Cardenas. Its capacity is expected to be 2100 MW-six units of 350
MW each. Coal consumption is expected to be six mint annually.19
The original schedule called for all the units to be completed by 1995.
The first two units at Petacalco are scheduled for commercial operation
this year. The units will use fuel oil.
The Port at Lazaro Cardenas was developed to service steel works
and a fertilizer plant.20 Coal handling facilities do not exist. CFE re-
cently canceled a scheduled tender for the construction of a coal termi-
nal at the Petacalco plant.2' Originally, the terminal was to be com-
pleted in 1997 to accept coal imports. It is not clear if or when CFE
will begin to use coal at Petacalco.
Three other dual-fired plants are planned. Two are on the Gulf of
Mexico. The first is the Puerto Altamira plant located near the town of
Tampico.22 It is expected to generate 2600 MW of electricity. 23 Bulk
handling facilities exist for iron ore imports, and the port is capable of
handling vessels up to 100,000 deadweight tons.24 The POISE plan
has the facility completed by the year 2000. The other plant is Dos
17. Mexico Builds Coal Plants, supra note 14, at 14.
18. Mexican Market Looks Uncertain, FIN. TIMES INT'L COAL REP., Jan. 24, 1994, at
14 [hereinafter Mexican Market Looks Uncertain].
19. Id.
20. LOOSE, supra note 4, at B/29.
21. Mexican Market Looks Uncertain, supra note 18, at 14.
22. LOOSE, supra note 4, at B/59.
23. Mexico Builds Coal Plants, supra note 14, at 14.
24. LOOSE, supra note 4, at B/29.
19941
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Bocas, near Veracruz.25 It is expected to generate 700 MW.26 The
third dual-fired plant is Colmi, near the Petacalco plant on the West
Coast of Mexico. 7 It is planned to be completed in 2001 and will
generate 1300 MW.
28
V. OPPORTUNITIES FOR IMPORTED COAL
If all existing plants, and those plants under construction or
planned as dual-fired (coal or fuel oil) plants use coal, CFE estimates
it will need twenty-eight mint of steam coal annually by the year
2001. Of the twenty-eight mint, approximately seven mint will be
produced domestically and the remaining coal will be imported.2 ' The
domestic coal will be consumed at Rio' Escondido and Carbon II.
Petacalco, Puerto Altamira, Dos Bocas, and Colmi would consume
imported coal. Table 5 breaks down coal imports for each of the
planned dual-fired plants if coal, rather than fuel oil, is used.
Recent reports indicate that CFE officials are evaluating coal sup-
ply options for Carbon II. Originally, coal from MICARE, once the
public sector organization but now a private company, would supply
Carbon II. However, it now appears CFE will import one to two mint
annually for the Rio Escondido and Carbon II complex. 0 The quanti-
ty and source have not been announced at the time this paper was
written.
The U.S. coal industry has an opportunity to provide some or all
of the coal CFE will import for Rio Escondido and Carbon I. This
coal could be supplied from existing mines in the Powder River Basin,
which has been successfully tested at Rio Escondido, or from a pro-
posed new surface mine located near Eagle Pass, Texas. Dos
Republicas Resources Company, which is owned by two U.S. firms
and one Mexican firm, is proposing the new surface mine. The coal
25. LOOSE, supra note 4, at B/59.
26. Mexico Builds Coal Plants, supra note 14, at 14.
27. LOOSE, supra note 4, at B/59.
28. Mexico Buils Coal Plants, supra note 14, at 14.
29. Lombardo, supra note 9, at 10.
30. Mexican Market Looks Uncertain, supra note 18, at 14.
860 " [Vol. 96:855
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from the surface mine would come from the same seam that currently
is mined by MICARE and consumed at Rio Escondido. If the environ-
mental impact statement becomes final in March or April, production
is expected to begin this year with 550,000 metric tons (mot). Produc-
tion would increase to one mint in 1995 and two mint in 1996."'
VI. WHAT IS THE OPPORTUNITY FOR U.S.
COAL EXPORT TO MEXICO?
The National Coal Association (NCA) and its affiliate, the Coal
Exporters Association (CEA), supported NAFTA during last year's
Congressional debate.32 As part of the debate, NCA and CEA pre-
pared Tables 6 and 7 in order to examine the competitiveness of U.S.
coal versus coal from other countries that could possibly import into
Mexico. These tables were prepared after consultations with U.S. ex-
porters and other individuals with knowledge of coal exports from
Australia, Columbia, Venezuela, and South Africa.
Table 6 looked at coal that could be used at the Puerto Altamira
or Dos Bocas plants on the Gulf of Mexico. U.S. coal from Wyoming,
the Illinois Basin, and Central Appalachia (West Virginia and Ken-
tucky) was compared with coal from Columbia/Venezuela and South
Africa. The table listed typical coals from these areas that would be
exported and then compared the coals on a heat content basis only
(dollars per million Btu). It did not take into account sulfur or any
other quality differences. Based upon the analysis, Illinois Basin and
Powder River coals from Wyoming could compete very well with coal
from Columbia/Venezuela and South Africa. Given prices, export capa-
bility, and a strong demand for steam coal in Europe, markets, other
than Mexico, may be more attractive to South African coal exporters.
However, it is not the case for Columbia/Venezuela. Both of these
coals are the lowest cost coals into Mexico. However, at this time,
31. Coal Company Plans Texas Mine, Sales to Mexico, COAL OUTLOOK, Jan. 17,
1994, at 1.
32. Statement for the Record: Hearing on the North American Free Trade Agreement




Phelleps: The North American Free Trade Agreement: What It Means for U.S. C
Disseminated by The Research Repository @ WVU, 1994
WEST VIRGINIA LAW REVIEW
both have very strong European markets. Another factor has recently
complicated the situation with regard to Columbia and Venezuela. Last
October, Columbia, Venezuela, and Mexico agreed to establish a free
trade area encompassing the three countries. Each country will reduce
its tariffs on imports from the other countries at the rate of 10% a
year for the next ten years.33
Table 7 looked at coal that could be used at the Petacalco or the
Colmi plants on the West Coast of Mexico. This table compared U.S.
western coal from Colorado and Utah with coal from Colum-
bia/Venezuela and Australia. Once again, the table listed typical coals
that would be exported and then compared them on a heat content
basis only (dollars per million Btu). Sulfur and other quality differenc-
es are taken into account. Based upon this analysis, U.S. western coal
is clearly the most competitive coal. It would move by rail to the Port
of Los Angeles and then travel by ocean to either plant. In the case of
Columbia or Venezuelan coal, the coal would have to move through
the Panama Canal on vessels carrying 50,000 tons of coal or less.
Australian coal may be able to reduce its ocean freight rate if an ar-
rangement could be worked out to backhaul Mexican potash.34
VII. OTHER OPPORTUNITIES FOR COAL OR
ALLIED INDUSTRIES IN MEXICO
As CFE builds new power plants, there may be opportunities for
U.S. clean coal technology. In recent years, industry and the U.S.
federal government have spent millions of dollars to develop new coal
technologies for converting coal into energy. These technologies not
only improve the efficiency and economics of coal combustion, but
also enhance the environment.
U.S. companies are world leaders in the use and deployment of
clean coal technologies. However, NAFTA does not immediately elimi-
nate the duty on equipment imported from the U.S., which in some
cases, can be as high as 20%. Duties on equipment are to be phased
33. Canute James, Columbia, Venezuela, Mexico Ink Trade Pact, J. OF COM., Oct. 15,
1993, at A3.
34. LOOSE, supra note 4, at C/19.
[Vol. 96:855
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out over a ten-year period. During the first year, the duty will be
reduced 20% to a maximum duty of 16%."5
According to a U.S. Department of Commerce, International Trade
Administration booklet, NAFTA Opportunities: Bituminous Coal and
Lignite Mining, other opportunities exist for coal or coal-related indus-
tries:
* For companies interested in becoming involved in the
Mexican coal industry, NAFTA eliminates the equity
restrictions within five years.
* In the investment area, non-discriminatory treatment
must be given to NAFTA investors by each NAFTA
party (Mexico, Canada, and the United States). Mexi-
co keeps the right to approve the purchases of min-
ing companies in excess of $25 million. This increas-
es to $150 million in nine years. The level is adjust-
ed annually for inflation.
Government procurement by CFE will be open to
U.S. firms that desire to compete for this business.
The threshold level for Mexican government procure-
ment for coal, as well as mining services, is $50,000
and $250,000 for state enterprises.
VIII. INFORMATIO N NTHE IMPLEMENTATION OF NAFTA
The Department of Commerce and U.S. Customs Service have
materials available for individuals interested in learning more about the
implementation of NAFTA as well as export opportunities that exist.
Also, the Department of Commerce through the International Trade
Administration's Office of Mexico has a twenty-four-hour NAFTA
Facts Information Hotline. The telephone number is (202) 482-4464.
The hotline contains exporting as well as NAFTA specific information.
The NAFTA specific information includes: key provisions, rules of
information, tariff schedules for U.S. exports to Mexico, acceleration of
35. LOOSE, supra note 4, at C/34.
1994]
9
Phelleps: The North American Free Trade Agreement: What It Means for U.S. C
Disseminated by The Research Repository @ WVU, 1994
WEST VIRGINIA LAW REVIEW
tariff elimination schedules, and summaries of the North American
Agreement on .Environmental Cooperation and The North American
Agreement in Labor Cooperation. 6 Additionally, the Department of
Commerce's National Technical Information Service has information on
more than 200 export opportunities in relation to developing markets
as a result of NAFrA. For ordering information or questions, please
call (703) 487-4650.37 Finally, the U.S. Customs Service has estab-
lished a help desk dedicated to questions on NAFTA. A "Flash Fax"
system operates twenty-four hours a day. To obtain a menu of infor-
mation available, call (202) 927-1692 or 927-1694. For specific inqui-
ries, call (202) 927-0066.38
IX. CONCLUSION
Coal use in Mexico is limited to the steel industry, and at this
time, one 1200 MW coal-fired facility. A second 1400 MW coal-fired
facility is under construction, and it appears that opportunities exist for
U.S. coal to supply some of the coal that will be burned at this plant.
The immediate elimination of the 10% tariff on U.S. coal imported
into Mexico helps U.S. coal compete with *domestic .coal produced by
MICARE and with coal from other exporting countries.
The Comisibn Federal de Electricidad (CFE), the public sector
organization responsible for generating and distributing electricity in
Mexico, is building or has plans to build 6700 MW of coal or dual-
fired plants. Depending upon a number of internal Mexican decisions
and investments in infrastructure, an opportunity may exist for import-
ed coal. U.S. coal is very competitive with coal supplied from other
countries.
36. INT'L TRADE ADMIN., U.S. DEP'T OF COMMERCE, THE NAFTA IMPLEMENTATION
RESOURCE GUIDE APPENDIX A, 1-3 (1994).
37. NAT'L TECHNICAL INFO. SERV., U.S. DEP'T OF COMMERCE, LISTING OF CURRENT
NAFTA EXPORT PUBLICATIONS 1 (1994).
38. INT'L TRADE ADMIN., U.S. DEP'T OF COMMERCE, NAFTA Kick-off Meeting, in
Washington, D.C. (Jan. 14, 1994).
[Vol. 96:855
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TABLE 2
NATIONAL ELECTRIC SYSTEM
INSTrALLED CAPACITY, DECEMBER 1991
Source: ING. HoRAcIo LOMBARDO, UNPUBLISHED PRESENTATION MA-
TERiALS, 7TH PACiFC RiM CoAL CONFERENCE 5 (June 29, 1992)
(available from Comisibn Federal de Electricidad of Mexico).
Fuel Type Percent MW
Steam 46% 12,327
Hydro 30% 8,039
Gas Turbine 7% 1,876
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TABLE 3
INSTALLED CAPACITY (%) BY FUEL TYPE
1988-2001
Source: VERNE W. LOOSE, Los ALAMos NAT'L LABORATORY, OPPOR-
TUN]TY FOR AMERICA: MEXIco's COAL FuTURE B/55 (Table 15)
(1993).
Fuel Type 1988 1994 2000 2001
Petroleum 46.8 43.3 37.2 35.5
Hydro 32.4 28.6 25.6 25.7
Coal fired and Dual 5.0 11.4 19.1 21.2
Natural Gas 12.5 11.5 12.1 11.9
Nuclear 0 2.1 3.2 3.1
Other 3.3 3.1 2.8 2.6
19941
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TABLE 7











FOB Mine 35.00 26.00 28.00
Inland Transp 9  Included Included Included
Terminal Included Included Included
Ocean Freight 3.20 10.00 8.00
Total Cost to
Mexican Port
$/Ton Import 38.20 36.00 36.00
Duty @10% 3.60 3.60
Total $Ton 38.20 39.60 39.60
$Ton 38.20 39.60 39.60
$/MMBTU 1.62 1.65 1.77
Source: NATIONAL COAL AssOCIATION (November 1993).
39. Truck, rail, and barge as applicable.
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